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COSTA RICA: KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


Estimated 1 Projecte 


. 1982 1983 $Change 1984 
Income, Production, Employment 


GDP at current prices (colones) 97,002.3 125,710 29.6% 150,000 


GDP at constant 1966 prices (6) 


GDP at current prices(1) 
GDP at constant 1966 prices 
Per capita GDP current prices($) 


Population (000) 
Labor Force (July) 
Unemployment Rate (July) 


Money and Prices 


Money Supply (Ml) year-end (2) 
Interest Rates (to industry) 
Wholesale Prices % (1978 = 100) 
Retail Prices % (1975 = 100) 


Balance of Payments and Trade 


Net International Reserves 
Current Account Balance 
External Public Debt (3) 
Annual Debt Service (4) 
Debt Service Ratio 
Exports (F.0O.B.) 

U.S. share 

CACM share 
Imports (C.I.F.) 

U.S. share 

CACM share 


8573.2 


2,861.4 
252.9 
1,221.8 


2,342 
838.5 
9.3% 


-47.3 
-251.7 
3,600 
276.5 
32% 
865.8 
31% 
19% 
893.4 
36% 
13% 


8639.2 


2,977.5 
204.6 
1,242.7 


2,396 
844.4 
8.9% 


0.8% 


4.1% 
-19.1% 
1.7% 


2.3% 
0.7% 


-141% 
-52% 
-2.8% 
13% 


-1.7% 


11.2% 


8873.7 


3552.8 
210.2 
1,450 


2,444 
852.8 
8.5% 


N/A 
21.5% 
12% 
18% 


N/ 


480 
53% 


25% 


(1) - Methodology for converting GDP to dollars uses purchasing power 


parity index (second quarter 1974 = 100). 


GDP converted from 


colones to dollars at an exchange rate of 33.9 colones to one 
U.S. dollar for 1982 and at 42.22 to one for 1983 and 1984. A 
drastically different result is obtained by dividing by current 


interbank rate. 


Money supply conversions at 40 colones 


and 43.15 = one for 1983. 


Includes undisbursed loans. 


= one dollar for 1982 


Debt service and debt service ratio based on actual 
amortizations and interests paid rather than those originally 


scheduled. 


Based on the latter, 


these two accounts are 


estimated at $664 million (77%) and $644 million (76%) for 1982 


and 1983 respectively. 





SUMMARY 


The Monge Administration was generally successful in its 
efforts to arrest Costa Rica's three year economic crisis and 
effect a fragile, yet encouraging, stabilization of the 
economy.-. The following points outline the major trends of 1983: 


-- The Government of Costa Rica (GOCR) was able to obtain 
and comply with the terms of an International Monetary 
Fund (IMF) standby program for 100 million dollars. 
Austerity measures greatly slashed the public sector 
deficit. 


The GOCR was able to reschedule 1.1 billion dollars in 
bilateral and commercial debt over the next nine years. 


Real gross domestic product (GDP) grew slightly for the 
first time in two years on the strength of increased 
agricultural production. Unfortunately continued low 
commodity prices prevented conversion of that increase 
into more export earnings; exports actually decreased 
slightly. 


The interbank and free market exchange rates were unified 
in November with dollars sold at 43.65 colones to the 
dollar, although unification carried with it an 11.5 
percent revaluation of the colon over its 1982 average 
free market rate. 


Inflation was lowered significantly from 1982 levels, 
dropping from 79.1 percent to 5.9 percent on the 
wholesale price index and from 81.8 percent to 10.7 
percent on the consumer price index. 


Despite these encouraging signs, it would oogest remature to 


speak of economic recovery during 1984. Rather, it is more 
likely that in 1984 the economic stabilization begun last year 
will be solidified. The following major developments are 
anticipated for 1984: 


-- The GOCR will obtain a second IMF standby agreement in an 
amount similar to that of 1983. 


Real GDP will increase again, in the range of 2 - 2.7 
percent, with positive growth in nearly all sectors. 


GOCR will continue to restrain the budget deficit, 
and although contrary signals make it difficult to 
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predict the size of that deficit, it should not exceed 
five percent of GDP. 


-- A surge in imports will exceed modest gains in exports 
and deepen the trade account deficit. 


The Central Bank will implement its announced policy of 
periodic exchange rate adjustments and devalue the colon 
10 - 15 percent by the end of 1984. 


GOCR-IMF RELATIONS 


In 1983 the Monge Administration successfully carried out the 
100 million dollar standby agreement which it had negotiated 
with the IMF in late 1982. The standby program had been 
negotiated in the shadow of Costa Rican non-compliance with IMF 
programs in 1980 and 1981. It basically sought to reduce the 
public sector deficit and arrest external arrearages. 
Specifically, the GOCR agreed to a series of actions, including 
the following: 


-- Reduction of the public sector deficit to no more than 
4.5 percent of GDP during 1983. This reduction was 
effected through increased taxes, such as an income tax 
surcharge, an exchange rate differential tax (taxes the 
difference between the official rate and the rate at 
which export proceeds are exchanged), increased utility 
rates and reduced expenditures. 


Limitation of short and medium term borrowing (1-10 year 
maturity) to 100 million dollars, with short-term (1-5 
year maturity) restricted to 50 million dollars. 


Reduction of public sector access to domestic credit to 
increase credit availability to the private sector. This 
included ceilings on Central Bank net domestic assets and 
the entire banking system's credit to the non-financial 
public sector. 


Periodic adjustments of the exchange rate, to narrow the 
spread between the interbank rate and the free market 
rate to no more than two percent by the end of 1983. 


Rescheduling of external public debt to restore 
confidence in Costa Rica in international financial 


circles and the resumption of debt service payments. 


Revamping of export incentives to promote 
non-traditional, high local value added products. 
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The GOCR complied with the terms of the IMF standby and was 
successful in achieving economic stabilization within IMF 
parameters. As outlined in the following section, the public 
sector deficit was indeed held to under 4.5 percent of GDP, the 
two predominant exchange rates were brought within two percent 
of each other in September 1983 and later united, public sector 
credit was restrained, Costa Rica's public debt to both 
commerical banks and other governments was renegotiated and a 
series of export incentives were introduced. This generally 
good performance was briefly marred by the GOCR's failure to 
repeal a tax on remittances opposed by the IMF despite an 
extension to allow time for the repeal. A technical 
non-compliance with the standby was declared in October 1983, 
and led to a delay in disbursement of the final twenty million 
dollar tranche of the standby. In December the remittance tax 
was replaced by a one percent import surcharge, and the IMF 
completed disbursements. 


The GOCR is currently in the midst of negotiations for a second 
standby agreement for 1984. The principal difficulty has been 
the size of the public sector deficit and the Central 
Government budget. The IMF sought a reduction of six to eight 
billion colones in the budget for 1984 passed by the Assembly 
in November 1983; the Monge administration responded with two 
bills. An omnibus bill named the Law for Economic 
Stabilization created new revenue for the Central Government 
through new taxes and by creating transfers from autonomous 


agencies; a second law reduced budgeted Central Government 
expenditures. The recently approved laws will pare the deficit 
by about eight billion colones. At this writing, negotiations 
are in progress, but it is expected that a second IMF standby 
arrangement will be agreed upon. 


CURRENT ECONOMIC TRENDS 


NATIONAL PRODUCTION AND ECONOMY: Costa Rican real gross 
domestic product (GDP) increased an estimated 0.8 percent to 
8.64 billion in constant (1966) colones in 1983, reversing a 
two-year trend of negative real growth. Current GDP grew by 
29.6 percent to 125 billion colones (2.9 billion dollars). 
However, the use of standard World Bank methodology (purchasing 
power parity) causes the loss of the real GDP increase shown in 
colones when converted into dollars (see footnote 1 on page 

2). A sector by sector analysis reveals that this slight 
increase was accomplished principally on the strength of an 
estimated 4.4 percent increase in production of the 
agricultural sector, which contributed 21 percent of GDP. The 
electricity sector, while playing a relatively less important 
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role, also registered appreciable growth last year. All other 
major sectors continued to show negative real growth rates. 
Agricultural growth was fueled mainly by favorable weather 
conditions, increased technical assistance and high support 
prices and resulted in a remarkable 74 percent increase in rice 
production (compared with the drought-stricken crop of 1982) 
and other, if less spectacular, production increases in coffee, 
sorghum, sugar and yellow corn. The reported 18 percent 
increase in electricity production resulted from increased 
electricity sales to Nicaragua and Honduras, averaging 
approximately 35 megawatts per month and from increased sales 
to the industrial sector during the latter part of 1983. 


Although the other principal productive sectors all registered 
negative growth rates, they did not repeat the sharp declines 
of 1982. The industrial sector, whose production slumped 14.9 
percent in 1982, registered a slight 1.8 percent decline in 
1983. This figure, however, masks not only the upturn in 
industrial production which occurred in the last quarter of the 
year, but also the significant increases shown in the paper and 
textile subsectors. An upswing in internal demand -- 
occasioned by salary increases and reduced inflation -- was 
largely responsible for this late year activity. The negative 
growth rates shown in commerce, construction and Government 
were in no case as severe as corresponding figures for 1982. 
Again, the figures mask increased fourth quarter activity, as 
retailers report that December 1983 sales exceeded 1982 sales 
for the same month while an increase in both housing building 
permits and in fourth quarter cement sales point towards 
increased activity in the construction sector. 


1984 is expected to bring an increase in production with 
estimates ranging from 2.3 percent to 2.7 percent real GDP 
growth, with positive growth rates expected in all sectors 
except general Government. 


BALANCE OF PAYMENTS: Costa Rica's balance of payments 
situation is summarized in the chart below. The current 
account deficit deepened by 52 percent to a negative 383 
million dollars, due principally to falling exports and rising 
imports. High real interest rates, because of an unexpectedly 
low domestic inflation in Costa Rica, coupled with falling 
interest rates in the United States and relatively stable 
exchange rates, were primarily responsible for an estimated 92 
million dollar private capital inflow. The disbursements line 
includes funds from AID, a 160 million dollar revolving trade 
credit and flows from international financial institutions. 





COSTA RICA 
BALANCE OF PAYMENTS 
1982-1984 


( - millions of U.S. dollars - ) 
1982 1983(est) 1984(proj) 
I. Current Account -252 -394 
Merchandise Trade 
Exports, FOB 
Imports, CIF 
Services 
Private Profit and Interest 
Official Interest 
(Unpaid Portion) 
Other Services 


Transfers 


II. Capital Account 


Private Investment and 


Loans of over one year term 
Public Sector, net 


Disbursements 

Other Transfers 
Repayments 

(Unpaid Portion) 
Errors and Omissions 


III.Other (SDRs/revaluation and 
transactions with 
non-monetary agencies) 


IV. Over-All Balance 


Change in Official Reserves 
(- is an increase) 


Debt Service not paid (+ is 387 
increase) (d) 


Source: Central Bank of Costa Rica and IMF 
This balance of payment projection differs slightly from BOP 
information on page 1 because of small differences in methodology. 





Costa Rica 
Balance of Payments 
( Notes ) 


Includes an estimated $25 million U.S. ESF grants. 

For 1983 and 1984, Errors and Omissions are included in 
"Private Investment and loans of over one year term." 

For 1983, gross disbursements and gross amortization would be 
lowered by $192 million if the rescheduling of this unpaid 
loan principal were excluded, both as a disbursement and as a 
repayment. Such treatment is also appropriate to obtain the 
magnitude of disbursements and repayments net of rescheduling. 
Arrears are unpaid interest and principal payments on public 
sector debt; a plus sign pertains to accumulation and a 
negative sign to disaccumulation. 

The $-78 million does not represent only a decrease in 
arrears in 1983, but it represents the net of the following 
B/P entries for 1983: (1) $-1,061.0 million of reduction of 
arrears, (2) $+773.9 million of obligations rescheduled to 
medium term but not, as yet, entered in the capital account 
of the balance of payments, (3) $+49.5 million to represent 
counterpart entry to liquidation of CDs in local currency, 
and (4) $+160.0 million in the "revolver credit facility," 
which is a Central Bank liability. 

Central Bank Projection of gap to be filled by IMF and ESF 
resources. Note also the $25 million already projected in 
official unrequited transfers (Note a.) 

Central Bank methodology has already assumed preliminary 
amounts of AID funding in the transfers column and other 
conor assistance in the disbursements column in order to 
derive this figure, thereby diminishing what could be called 
the "true" financing gap. Complete accuracy in this column 
will depend on the exact size of IMF and AID disbursements, 
not yet totally defined, to Costa Rica. This figure may 
change should net private investment and/or international aid 
transfers not reach the estimated levels and may in fact 
result in a further decrease in official reserves. 
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INTERNATIONAL TRADE: Costa Rican exports dropped to 850.7 
million dollars in 1983, a two percent decline, while 
traditional exports (coffee, bananas, meat, cocoa and sugar) as 
a whole dropped four percent to 514.3 million dollars during 
that same period. Continued low international prices and an 
abrupt drop in beef production were primarily responsible for 
this four percent decline. Beef production has been slow to 
recover from the late-1982 drought and as a result dropped 42 
percent from 24.3 million kilograms in 1982 to 14 million 
kilograms in 1983. Total value of beef exports declined 39 
percent to 32.4 million dollars. 


Coffee export earnings declined by approximately eight million 
dollars to 228.4 million dollars in 1983 because of a 15 


percent drop in prices that offset a 13 percent increase in 
export volume. Coffee exports to the United States are 
estimated at 15,049 metric tons and approximately 39.4 million 
dollars during 1983, an 8.8 million dollar increase from 1982. 
Costa Rica also exported significant amounts of coffee to West 
Germany, Japan, Great Britain and Finland. 


1983 banana sales remained essentially the same at 228.8 
million dollars, as the seven percent decline in export volume 
from 1002 metric tons to 995 metric tons was offset by a slight 
rise in price. This decline in export volume resulted from a 
number of factors, including endemic labor problems, sigatoka 
disease and a gradual, if low level, replacement of banana 


acreage by African palm, which offers a more stable world 
market price than bananas. Sugar jumped 44 percent to 23.8 
million dollars on the strength of an increase in near 
rock-bottom prices, while the devastating monilia disease cut 
cocoa exports by 72 percent and lowered sales from 2.4 million 
dollars to 700,000 dollars. Non-traditional exports, both 
agricultural and industrial, increased three percent to 336.7 
million dollars. 


Increased real wages, the economy's continued dependence on 
imported inputs for production, and increased external 
financing resulted in an 11 percent increase in imports in 1983 
to 993.5 million dollars. The negative balance of trade thus 
rose to 142.8 million dollars, a striking increase compared to 
the 27.6 million dollar trade imbalance registered in 1982. 

Raw material imports including petroleum, continued as the 
largest import category at an estimated 605 million dollars or 
61 percent of total imports. Approximately 420 million dollars 
in imports were destined for the industry and mining sector. 
Imports of consumer goods increased about 20 percent to 
approximately 203 million dollars, including imports of basic 
grains under the USG PL-480 program. Imports of capital goods 
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remained virtually the same at approximately 139.5 million 
dollars, although imports for the ailing, but newly-stirring, 
construction sector increased 103 percent to 18 million dollars. 


FISCAL POLICY: The GOCR, through its fiscal policy during 
IS83S, sought to control and narrow the public sector deficit 
through increased taxes, while simultaneously seeking to reduce 
‘historic overdependence on trade taxes, especially on exports, 
by greater use of income and sales taxes. Secondary emphasis 
was given to reductions in expenditures. In 1983 current 
revenues reached an estimated 21.2 billion colones 
(approximately 486 million dollars), a 64 percent increase over 
the 12.9 billion colones collected in 1982. Preliminary 
revenue figures reveal that income taxes, consisting of the 
basic income tax plus a surcharge first imposed in late 1982, 
increased nearly 75 percent in 1983, yielding almost 5.1 
billion colones. Sales taxes, at 3.2 billion colones, rocketed 
114 percent over 1982 figures, while selective consumer taxes 
(luxury tax) jumped 77 percent to 2.8 billion colones. Import 
taxes showed a similar trend as 1983 revenues increased 1l 
percent to nearly 2.1 billion colones. Non-tax income, 
essentially transfers from the decentralized government sector, 
also grew about 79 percent over its 1982 level, due mainly to 
transfers from RECOPE. 


Export tax collections, the only major tax category to run 
counter to the general trend of substantial increase, rose only 
8.7 percent. They nevertheless remained the leading revenue 
Yaiser for the GOCR, bringing in just over 5.1 billion 

colones. The relatively minor increase was the result of 
attempts to relieve ailing traditional products and spur new 
exports overseas, as the GOCR reduced taxes on meat and bananas 
and eliminated altogether taxes on non-traditional exports to 
third markets (outside of the CACM and Panama). 


The Central Government budget deficit increased by about 62 
percent to an estimated 4.04 billion colones (approximately 
92.6 million dollars), a figure equal to roughly 3.2 percent of 
GDP. The increase in the deficit was due predominantly to an 
estimated 55 percent increase in current expenditures to 25.3 
billion colones, which in turn was because of the addition of 
about 5000 persons to the public sector payroll. The smaller 
capital expenditure category increased 60 percent to 5.1 
billion. External sources contributed about 700 million 
colones (16 million dollars) to finance the deficit. Internal 
financing jumped 70 percent over 1982 figures to 3.3 billion 
colones on the strength of 2.9 billion colones in high yield 
bonds issued by the Ministry of Finance. 
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Surprisingly, the deficit of the entire public sector is 
officially estimated at only 1.5 billion colones, or 
approximately one percent of GDP. A 2.7 billion colone surplus 
for the 18 major non-financial decentralized agencies was due 
principally to surpluses in RECOPE, the state petroleum 
refinery, and the Costa Rican Social Security Agency. As in 
previous years, the largest deficits shown in the decentralized 
sector corresponded to ICE, the electricity utility, CODESA, 
the government holding company for public enterprises, and the 
CNP, the national (grain) production council. However, given 
the disarray of the decentralized sector's fiscal accounts, 
final fiscal data may well show a deficit significantly larger 
than the 1.5 billion colon figure presently available. 


MONETARY POLICY: The money supply increased 36 percent in 1983 
€o 570 million dollars, while currency in circulation increased 
27 percent to 160.8 million dollars. Demand deposits grew 39.5 
percent to 409 million dollars, while quasi-money jumped 51l 
percent to 1.1 billion dollars. Dollar-denominated time 
deposits expanded by 16 million to 134.6 million. 


Preliminary figures show an 18 percent decrease in net credit 
to the Central Government, from 160.4 million dollars to 132.3 
million, a direct result of the Central Bank's efforts to 
comply with the IMF standby program guidelines on public sector 
credit. Private sector credit grew 51.7 percent to about 641 
million dollars during that same period. Approximately 58 
percent of private sector credit available in the banking 


system was given to agriculture and livestock, and another 25 
percent to industry in 1983. The 1984 credit program, while 
expanding about 16 percent, will allocate approximately 63 
percent of available credit to agriculture and livestock, while 
industry's share will drop to about 21] percent. The export 
sector will benefit from increased credit in 1984, expanding 


from a minute two percent in 1983 to seven percent of available 
credit in 1984. 


In late January 1984, the Central Bank announced a reduction in 
the interest rate structure, lowering the basic rate from 22 
percent to 18 percent. The basic rate is that paid by state 
banks for a six-month time deposit greater than 5,000 colones. 
The banking system lending rates were reduced to 18 percent for 
general agriculture, 21.5 percent for agrobusiness and industry 
and coffee, sugar and rice marketing. Other types of loans 
such as commerce, services and personal, are at 26 percent. 
Private banks and finance companies are allowed to charge one 
additional percentage point over each of the above rates. 





Money and Credit 
(December 31 - December 31) 


($ millions) 


1982 1983 % Change 


Total Liquidity 1,257.7 1,679.6 34% 
Ml (currency and demand 
deposits 452.6 570.3 26% 
Quasi-money (time and 
savings deposits) 805.1 1,109.28 38% 


Total Credit 810.2 999.2 23% 
Public Sector 350.6 357.6 6% 
Central Government 160.4 132.3 -18% 
Rest of Public Sector 190.2 225.3 18% 
Private Sector -456.7 640.7 403% 
To Foreign Sources 2.9 «93 -68% 
Other Assets (net) 1,330.5 1,856.3 40% 
External Debt (1) 831.5 1,061.39 28% 


Note: Conversion from colones to dollars at 640 - US$1.00 for 
1982, and 643.15 = uS$1.00 for 1983. 


(1) Includes $152.3 million from revolving trade credit. 


Source: Central Bank of Costa Rica 


FOREIGN EXCHANGE RATE: Several adjustments of the free market 
and interbank exchange rates were effected in 1983, with the 
interbank rate dropping steadily from 40.5 colones to the U.S. 
dollar to 43.65 by year's end. The free market rate, however, 
rose and fell somewhat erratically, from 45.36 in January to 
43.65 by December. In compliance with the IMF program the two 
exchange rates came to within two percent of each other in 
September. The two rates were unified at 43.65 colones' to the 
dollar in November, an 11.5 percent revaluation over the 1982 
average free market exchange rate. The official exchange rate, 


established by the Legislative Assembly was maintained at 20.50 
to the dollar. 


The real effective exchange rate offered exporters improved 
somewhat in 1983, as the Legislative Assembly eliminated the 
exchange differential tax which taxed the difference between 
the official rate and the interbank rate. The percentages at 
which an export-earned dollar was to be exchanged was also 
adjusted, allowing exporters to liquidate 99 percent at the 
unified rate and one percent at the official rate instead of 
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the previous 95 percent at the interbank rate, four percent at 
the free market and one percent at the official rate. It is 
estimated that the effective exchange rate for the exporter 
rose from 1982's 39 colones to the dollar to 42.92 colones to 
the dollar by November 1983. 


During January 1983 the Central Bank created a capital registry 
for any dollar investment exceeding 50,000 dollars that has a 
direct or indirect positive effect on the balance of payments. 
With registration, the Central Bank guarantees that dollars 
will be available for repatriation, including debt payments and 
dividends, at whatever rate prevails at the time of transfer. 


EXTERNAL DEBT: 1983 saw the culmination of the Monge 
administration's efforts to reschedule Costa Rica's bilateral 
and commercial debt, a process begun in the spring of 1982. In 
January 1983 meetings of the Paris Club, 10 creditor 
governments agreed to restructure the approximately 152 million 
dollar Costa Rica debt (41 million dollars in arrearages and 
some 111 million dollars due during the period July 1, 1982, 
and December 31, 1983) according to the following schedule: 
eighty-five percent of the arrearages in principal and interest 
are to be paid in eight payments during the period December 31, 
1985 - June 30, 1989, with the remaining 15 percent to be 
repaid in two equal payments in 1983 and 1984; eighty-five 
percent of principal and interest due in the period July l, 
1982 - December 31, 1983, is to be repaid in 10 semi-annual 
payments beginning in 1987 and ending in 1992; the remaining 
15 percent is to be repaid in three equal payments in 1983, 
1984, and 1985. The GOCR then undertook bilateral agreements 
with each creditor nation within the general parameters of the 
Paris Club Minute. Agreements have already been signed with 
Austria, Germany, Spain, Italy and Mexico. Signatures of 
agreements with Great Britain, France and Canada are expected 
in March. Costa Rica has also rescheduled its bilateral debt 
with Sweden and Venezuela outside of the Paris Club. 
Negotiations with the United States, Costa Rica's largest 
creditor at approximately 108 million dollars, are still in 
progress. 


Reaching an agreement on the restructuring of upwards of ones 
billion dollars in commercial bank debt, with about 220 banks 
represented in the negotiations, proved to be more problematic 
than the Paris Club rescheduling. The effort required all of 
1983, finally culminating in January 1984, when the Legislative 
Assembly formally approved the rescheduling agreement. In the 
agreement, the GOCR agreed to the following: 
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All past due interest (approximately 250 million dollars) 
and interest due in 1983 F170 million dollars) was to be 
paid in full by December 31, 1983. The banks agreed then 
to make available a revolving trade fund of about 225 
million dollars, a sum equal to one half of the two 
amounts mentioned above to finance Costa Rican trade. 

The revolver is now in operation. 


Past due principal and principal payable before the end 
of 1983 (approximately 475 million dollars) will be 
repaid in nineteen quarterly installments during the 
period April 1987 - July 1991. 


Principal payable during 1984 (approximately 126 million 
dollars) is to be repaid in fourteen installments during 
the period April 1988 - July 1991. * 
Interest on the principal payments under the refinancing 

agreement will be the prime rate plus two and one-eighth 

percent or LIBOR (London Interbank Offered Rate) plus two 
and one-fourth percent at each creditor bank's discretion. 


Implementation of rescheduling was made contingent on approval 
by the Legislative Assembly and on a new IMF letter of intent 
by January 31. This deadline was postponed to April 30 for, as 
noted elsewhere, the GOCR was unable to secure an early IMF 
letter of intent because of delays in action by the Legislative 
Assembly to cut the GOCR budget. With the passage of budget 
cuts in February, it is anticipated that a letter of intent 


will be intialled in March and that the rescheduling will not 
be in jeopardy. 


Ironically, while Costa Rica was in the midst of renegotiating 
its debt to other countries, it was also renegotiating part of 
the estimated 195 million dollars owed it by fellow Common 
Market members, in particular Nicaragua. Nicaragua owes almost 
$97 million in documented debt and nearly 49 million in 
undocumented debt incurred through the mechanisms of the CACM 
Chamber of Compensation; the rest of Central America owes 
approximately 50 million dollars. Costa Rica rescheduled the 
Nicaraguan debt in June 1983, allowing Nicaragua to repay the 
97 million over seven years with three years' grace and 
interest at one percent over LIBOR. Nicaragua was to avoid any 
further indebtedness by immediate payment upon receipt for 
Costa Rican merchandise, but by August was unable to continue 
to do so. The Central Bank now allows Costa Rican trade with 
Nicaragua only to the level equivalent to the value of 
Nicaraguan goods sent to Costa Rica while GOCR officials 
attempt to come to a new bilateral arrangement. 
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INFLATION, UNEMPLOYMENT AND WAGES: Actual 1983 domestic price 
Inflation was much less than the 40-50 percent originally 
projected. As measured by the wholesale price index (WPI), 
inflation registered 5.9 percent in 1983 when compared on a 
December-December basis. The consumer price index (CPI), 
meanwhile, increased approximately 10.7 percent. However, 
specialized indices for materials and labor for house 
construction and large building construction showed price 
increases of 14.8 percent and 17 percent, respectively, in 
1983. Moderate inflation, again pushed by an upturn in imports 
and increased internal demand, is expected for 1984, with 12 
percent and 18 percent anticipated on the WPI and CPI, 
respectively. Open unemployment dropped somewhat in 1983 to 
8.9 percent from the 9.4 percent level of 1982 (July-July 
comparison), with approximately 75,400 persons out of work in 
July 1983. The number of employed persons rose one percent to 
768,900 during that same period. These figures reflect only 
those persons working or actively seeking work, but do not 
include the self-employed and those "discouraged" workers who 
have ceased looking for work. Accurate data on these two 
latter groups were not available and are presumably subsumed 
within the estimated 1.5 million persons classified as 
inactive. Unemployment is expected to remain essentially the 
same in 1984, at an estimated 8.5 percent, as significant job 
creation is not expected. In 1983 there was an increase in 
real wages for both private sector (approximately 19.5 percent) 
and the public sector (6.2 percent). This came from salary 
increases and reversed a 3-year decline in real wages which 
began in 1980. However, 1983 real wages for the public and 
private sectors were still 32 percent and 21 percent, 
respectively, below comparable 1979 levels. 


OUTLOOK FOR 1984 


Rather than a nog for true economic recovery, 1984, in all 


likelihood, will be a year to solidify the economic 
stabilization of 1983 outlined above. It is anticipated that 
the Monge Administration will conclude negotiations with the 
IMF and obtain a second standby agreement. It is expected that 
the program's parameters will approximate those of 1983, 
focusing on the size of the public sector deficit and the 
exchange rate. Given the Central Bank's announced intention to 
adjust periodically the exchange rate based on domestic and 
international inflation and widespread opinion that the colon 
is somewhat overvalued, it is not unreasonable to expect a 
devaluation during 1984. General consensus anticipates a 
cumulative devaluation of 10-15 percent by the end of the year. 





As outlined above, real GDP should grow slightly during 1984, 
approximately 2.0 - 2.7 percent, with growth in all categories 
except general Government. Agriculture is expected to be the 
leading sector, but its estimated 2.2 percent growth rate is 
less than the 3.8 - 6 percent growth expected for industry, as 
well as the 2.3 - 3.2 percent growth projected for commerce and 
the five to eight percent increase predicted for contruction. 
Agricultural production should be spurred by a slight 
improvement in bananas and an estimated 68 percent increase in 
non-traditional products such as flowers, ornamental plants, 
macadamia nuts, pineapple, African palm, exotic spices and 
shellfish. Growth in the industrial sector will most probably 
be led by the subsectors of textiles, food processing, and 
chemicals (including plastics and pharmaceuticals). Additional 
growth may also be experienced from increased non-textile 
drawback operations spurred by the Caribbean Basin Initiative. 
Commerce is expected to grow as a secondary effect of increases 
in the other sectors as well as of a projected 1l percent 
increase in imports. 


Exports should increase five to six percent during 1984 to 
about 899 million dollars. It is anticipated that about half 
of the nearly 50 million dollar increase in exports will come 
from non-traditional agricultural exports, a prime target for 
exploitation of the Caribbean Basin Initiative. Slight 
increases are expected for coffee, bananas, and sugar. Cocoa 
exports are expected to rise also, but at 900,000 dollars will 
reach only slightly more than a third of their 1982 level. 


However, total value of beef exports is expected to drop 
slightly for yet another year. Imports, meanwhile, should rise 
about nine percent to 1.08 billion dollars, pushed by such 
factors as the need to replenish inventories, the dependence of 
industry on imported inputs, the oft-commented Costa Rican 


consumer's high propensity to import and the probability of 
relative stability in the exchange rate. 


In general, 1984 GOCR fiscal policy will be a carry-over of the 
1983 formula. It can be expected that the GOCR will attempt to 
prevent increases in expenditures from outpacing revenue gains. 
Revenues will continue to shift away from export taxes towards 
excise sales and income taxes. As originally proposed, budget 
figures showed Central Government expenditures essentially 
unchanged at 25.4 billion colones (582 million dollars) while 
revenues were expected to drop slightly to 20.7 billion 
colones, due largely to an expected 20 percent drop in export 
taxes. Income taxes should be the leading revenue raiser for 
1984 at 4.8 billion colones, despite an anticipated drop in 
revenue from this category because of tax incentives designed 
to encourage non-traditional exports. The reduction in export 
tax revenues could well extend beyond the projected 20 percent 
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drop given the new fluctuating banana export tax and the threat 
posed to the coffee sector should the coffee rust disease 
spread throughout the country. 


The Central Government deficit is expected to grow about 13 
percent to 4.6 billion colones in 1984, but should represent 
only about 3.2 percent of GDP for this year. External sources 
are expected to provide about 1.5 billion colones, with 
internal financing, again, principally in stabilization bonds. 
The consolidated public sector deficit is expected to be nearly 
6.5 billion colones, corresponding to 4.5 percent of GDP. This 
nine percent increase in the public sector deficit stems mainly 
from a doubling of the ICE deficit to 2.6 billion. However, 
preliminary analysis of the recently-passed omnibus fiscal 
package, the Law of Financial Stability, reveals that further 
budget reductions may be possible in 1984. The law, among 
other things, provides for the following: 


-- New taxes, including a 15 percent tax on corporate 
dividends, a five percent increase in import consumption 


taxes, new exit taxes and a restructuring of corporate 
income tax brackets. 


Requirement that decentralized agencies transfer 1.1 
billion colones to the Central Government and reduce 
operating budgets to accomplish the transfers. 


Reduction in goverment expenditures through mandatory 
retirement at age 65, reduced overtime and a cap on 
hiring new employees through 1986. 


Proposal to include budgets of decentralized agencies 
into the Central Government budget. 


Ministry of Finance staff estimate that the law could yield 
approximately six billion colones in additional revenues while 
paring another 1.9 billion colones from current expenditures. 
Should the law indeed yield the expected result, the combined 
public sector budget will decrease to one percent of 1984 
estimated GDP, allowing the GOCR to eliminate the 3.7 billion 
colones of internal financing planned for 1984 and finance the 
reduced deficit entirely with external financing. 


IMPLICATIONS FOR U.S. BUSINESS 


CARIBBEAN BASIN INITIATIVE (CBI): The United States has 
recently created an unprecedented program of trade and economic 
assistance for the Caribbean region called the Caribbean Basin 
Initiative (CBI). The CBI seeks to spur economic 
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revitalization and expanded private sector opportunities in the 
region, primarily via a one-way free trade area which allows 
duty-free access to the U.S. market for the majority of 
Caribbean Basin products for the next twelve years. This 
duty-free access almost automatically gives comparative 
advantages to the beneficiary nations for producing various 
products in several areas, especially agroindustry, assembly 
and light manufacturing. It is expected that the CBI will also 
generate opportunities for direct investment by U.S. firms for 
joint ventures, subcontract manufacturing and licensing. The 
U.S. Embassy in San Jose, especially AID and the Commercial, 
Economic, and Agricultural Sections, has become actively 
involved in promoting the CBI. Promotion efforts include 
information programs, technical and financial support for the 
identification and development of non-traditional Costa Rican 
products and facilitation of contact between the United States 
and Costa Rican private sectors. Further information on these 
programs may be obtained at the Embassy. 


INVESTMENT CLIMATE: Although Costa Rica has not yet totally 
emerged from its severe economic crisis and could still make 
several desirable and prudent changes in government policy to 
enhance the investment climate, it nonetheless continues to 
offer one of the best investment climates in the Caribbean 
basin. Costa Rica has the most stable and enduring democracy 
in Latin America and has maintained a friendly attitude towards 
foreign investment. It possesses a well-educated, 
easily-trainable labor force, and recent studies have shown 


Costa Rica to have one of the lowest production costs of any 
country in the area. It enjoys a well-developed infrastructure 
of communication, electricity, and transportation, both within 
Costa Rica and with the world. Its two international airports 
and five ports allow easy access to United States and Latin 
American markets. Finally, it offers congenial and attractive 
living conditions. 4 


The GOCR attitude towards foreign investment has always been 
positive. The Costa Rican constitution guarantees foreigners 
the same rights as Costa Rican citizens, although foreigners 
may not participate in political affairs. These constitutional 


guarantees are enforced by an independent and vigorous 
judiciary. 


U.S. corporations may legally own stock in Costa Rican 
companies, including property, plant and equipment. However, 
foreign investment is restricted from several areas, including 
public utilities, insurance, banking in colones, the production 
and distribution of electricity and public ports and airports. 
Regarding minerals, the State retains control over all 
hydrocarbon and radioactive mineral deposits. United States 
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corporations may be organized legally in several ways, 
including organization as a branch, as a joint venture or 
wholly foreign-owned subsidiary, and as an incorporated company. 


TRADE AND INVESTMENT OPPORTUNITIES: Mindful that sustained 
Costa Rican economic recovery will require increased foreign 
investment, especially in non-traditional export products, the 
Monge administration has placed considerable emphasis on 
enhancing the investment climate. Notable actions by the GOCR 


in 1983 and early 1984 to spur new investment, include the 
following: 


-- The creation of a cabinet level Ministry of Exports 
(MINEX). MINEX is charged with the coordination of the 
efforts of all public institutions to increase exports. 
It has been active in reducing or eliminating export 
taxes and fees and streamlining procedures for 
exporting. MINEX is currently in the process of 
establishing a "one-stop shop" for visiting potential 
investors and will shortly open an office in the United 
States to promote investment in Costa Rica. 


The modification of the free zone law to extend free zone 
status to the entire country, and to elevate the concept 


of unimpeded remission of profits from a regulation to a 
law. 


The introduction of new export incentives, including 
among others, a 100 percent tax deduction from income tax 
on profits on non-traditional exports to third markets, 
duty-free imports of inputs to be used in non-traditional 
exports, the creation of a National Investment Council to 
oversee the administration of the various incentives, and 
the creation of an export contract. The export contract, 
in turn, will specify the various export procedures, 
reductions in port charges'and incentives under which a 
business could expect to operate for 12 years. 


No detailed information on either total foreign investment or 
U.S. investment exists at the present time, although Embassy 
estimates have placed total U.S. investments at approximately 
550 million dollars. American investors in Costa Rica are 
eligible for U.S. Government Overseas Private Investment 
Corporation (OPIC) insurance against expropriation, war, 
revolution, and insurrection. OPIC reinstated insurance 
coverage against inconvertibility of foreign exchange in July 
1983, as a result of its determination that there was no 
systemic impediment to repatriation of profits. OPIC currently 
insures 12.8 million dollars of U.S. investment in Costa Rica, 
with another 135 million in pending applications. OPIC has 
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introduced its new computerized Opportunity Bank which seeks to 
identify and match potential foreign investment projects with 
U.S. investors seeking investment opportunities in Costa Rica 
and other nations. Further information on the Opportunity Bank 
can be obtained at the Embassy. 


MINEX and the older Center for Export and Investment Promotion 
(CENPRO), in association with the private sector Costa Rican 
Coalition for Development Initiatives (CINDE), have begun to 
identify investment areas which hold special interest for Costa 
Rica. The GOCR is particularly interested in investments in 
agro-industry, specialty agriculture (flowers, ornamental 
plants, spices, jojoba, etc.), food processing, light assembly 
operations, especially textiles and electronics under 
“drawback” arrangements, and other labor intensive 
manufacturing. CENPRO has begun a Joint Venture Trade Mart, 
similar to the OPIC investment opportunity bank outlined above, 
which lists Costa Rica firms seeking foreign capital, 
technology, management, and/or marketing. Based on this list, 
it appears that several opportunities exist for investment in 
electronics, wood and leather products, chemicals (including 
pharmaceuticals and plastics) and metal fabrication. 


FOR FURTHER INFORMATION 


Ministerio de Exportacion e Inversiones 
(Ministry Of Exports and Investments) 
Apdo. 10.089 

1000 San Jose 

Minister Jorge Manuel Dengo 

Vice Minister Ronald Garcia 

Minor Vargas, Director, Export Free Zones 


Banco Central de Costa Rica 
entra n 
Apdo. 10.058 
1000 San Jose 
Dr. Carlos Manuel Castillo, President 
Olivier Castro, Manager 
Lic. Otto Kikut, Exchange and Investments Policy 


Centro de Promocion de Exportaciones e Inversiones (CENPRO) 
(Center for Export and Investment Promotion) 

Apdo. 5418 

1000 San Jose 

Roberto Lobo, Executive Director 
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Camara de Representantes de Casas Extranjeras (CRECEX 

amber of Representatives of Foreign Firms 
Apdo. 3738 
1000 San Jose 
Luis Carrillo, President 
Roberto Quiros, Executive Director 

Costa Rica's law stipulates that foreign companies must 

have a local representative in order to sell products in Costa 
Rica. An Agent/Distributor Service request may be made through 
the nearest Commerce Department District Office or through 
CRECEX. 


Costa Rican-American Chamber of Commerce 
Apdo. 4946 7 

1000 San Jose 

Federico Golcher, President 

Frieda Martin, Executive Director 


Costa Rican Coalition for Development Initiatives (CINDE) 
Apdo. 6807 
1000 San Jose 
Fernando Naranjo, President 
Guido Fernandez, Program Advisor 
Rodrigo Zapata, Investments 

An association of private sector leaders, CINDE was formed 
in late 1982 to support private sector productive initiatives, 
promote more appropriate policy positions from the GOCR in 
support of private sector development and foreign trade, and to 


support United States and Costa Rican PVOs working in 
development projects which pursue CBI objectives. 
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Confused about Export The Export Administration Regulations, 
zs a - 5 nae Kd a rules — 
Licensing Requirements? ns tensa haphanone > ai 
requirements: 


e When is an export license necessary? 
e When is it not necessary? — 
e How do | obtain an export license? 
e What policies are followed in consider- 
ing license applications? 
——— e How do | know when the policies 
SEB8B s88 change? 
ee . 2 : . . 8 Are there restrictions on exports to cer- 
tain countries? 
e Are restrictive trade practices and boy- 
cotts prohibited? 
e Do! need a license to ship technical 
data? 
e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to both 
foreign and domestic addresses. Air- 
mail service not available. 


ROE LSS CE TL Te a ce a ae ea a 2 a a ae 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is$___—~—SsX) check, Bias 
CO money order, or charge to my ever Total charges $________ Fill in the boxes below. 


Deposit Account No. Credit 

fT rit) ti) Card No. eked eh ke ek kkk 
Expiration Date 

Crier Neu Month/Year Chats 


Please send me set(s) of the U.S. Department of Commerce Export Administration Regulations For Office Use Only 
and supplementary Export Administration Bulletins for the publication period beginning October 1, 1983 


Quantity Charges 
Name—First, Last Enclosed 


Pe To be mailed ...... 
ompany name or additional address line eaeneatanins 


Postage 
treet address Foreign handling 


MMOB 
ity State ZIP Code vor 


(or Country) 


J 


PLEASE PRINT OR TYPE 





WHO, ME? EXPORT? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 


good for America. 
SEND FOR YOUR COPY OF 
. A BASIC GUIDE 
rs TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
INTERNATIONAL TRADE 
ADMINISTRATION 
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ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
Send copies of A BASIC GUIDE TO 


EXPORTING at $6.50 Vee Credit Cards Orders Only 
ss Ce: Total charges $_____ Fill in the boxes below. 
O money order, or charge to my 


Deposit Account No. Credit 


Teron cadNo. LLT TTT ITTTTT TTT ttt) 
Expiration Date 
Onmer We Pt i 


Month/Year 


Name—First, Last 


ompany name or additional address line 


treet address 


ity State ZIP Code 


(or Country) 


PLEASE PRINT OR TYPE 














5 F + oe . 
’ f : : D i 
aT yy As rs a 3 
PA : , : 1 
tes . Serene = on ey EY z : 
s 7 * ‘ : 
“ 5 ‘ 3 : 
H é a ~ ae 
A Fr 
i : eS rs . 
Kade 3 
> ee : y ‘ i 
* a “ 
es cS 
i Ls ® Ki 
5 ‘ 5 iS : x 
. e s Cen iS : 
ss es é » cs 
: i n 5 a 
; : ee : a . o 
rs . i eS 
oi . 5 Wn p e 
s ib r = oe 
r a caer 
n 
ee 
es Ss 





